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THE TAX FORUM
ROSEMARY HOBAN, C.P.A.

While the “tax season” should be over by
the time this column reaches you, many of us
are now in the throes of preparing tax returns
for the calendar year 1962. And a few new
features have been introduced in the prepara
tion of these returns which will concern many
taxpayers; depreciation according to “guide
lines” and the 7% investment credit are two
important ones.
While the taxpayer has an option to change
his depreciation to conform to “guidelines,”
he has no real option to elect or not
elect the 7% “investment credit.” Thus it is
important that it be considered by all tax
payers who have made any investment in
qualified property after December 31, 1961.
It affects individual and fiduciary taxpayers as
well as corporate taxpayers.
What is the “investment credit”? Basically
it is the allowance against tax for years end
ing after December 31, 1961, in an amount
equal to 7% of the qualified investment in
property after that date. It is allowed only for
the year in which the property is placed in
service by the taxpayer. The credit may off
set tax liability in full up to $25,000 and against
25% of the liability above that figure. In the
event that the amount of the investment credit
exceeds the amount allowable against tax for
the year in which the investment is made, such
excess may be carried back to the three tax
able years preceding the “unused credit year”
and carried over to the following five years.
However, such unused credit may be carried
back only to taxable years ending after 1961.
What property qualifies? Property which
qualifies for the credit includes tangible per
sonal property and certain other tangible prop
erty but not buildings and structural compon
ents of buildings. It may include new or used
property and is referred to in the Internal
Revenue Code as “Section 38 property.” “Sec
tion 38 property” is defined as tangible de
preciable or amortizable personal property
having a useful life of four years or more from
the time it is placed in service by the taxpayer.
It includes other tangible property, not includ
ing a building and its structural components,
if such property (1) is used as an integral part
of manufacturing, production, or extraction, or
furnishing transportation, communications, elec
trical energy, gas, water, or sewage disposal
services, or (2) is a research or storage facil
ity used in connection with any of the activities
described in (1).
The Senate Finance Committee Report
gives some examples of “other tangible prop
erty” and also states that local law definitions

will not determine what is “tangible personal
property.” Fixtures such as printing presses,
refrigerators, grocery counters and display
racks and shelves can qualify but intangible
property such as patents and copyrights can
not. Livestock does not qualify. The amount
of used property which may qualify is limited
to $50,000 of cost in any one year. Leased
property may qualify under certain conditions
but these will not be discussed in this article.
It is mentioned above that the credit is
equal to 7 % of the “qualified investment” in
property. What is the “qualified investment”?
The “qualified investment” is an amount
limited to a percentage of the basis of new
property and a percentage of the cost of used
property. These percentages are:
33⅓% if the useful life is 4 years or more
but less than 6 years;
66%% if the useful life is 6 years or more
but less than 8 years;
100% if the useful life is 8 years or more.
To illustrate: the qualified investment in a
new item costing $100,000 having a useful life
of 7 years would be $66,666.67 and the credit
would be $4,666.67.
For public utility property other rules apply
and there are also special rules for certain
banks, loan associations, regulated investment
companies, etc., which I will not attempt to
cover.
Why is it important to claim the investment
credit? It is mentioned above that the taxpayer
has no real option to claim or not to claim the
investment credit. The reason that the invest
ment credit should be claimed is that the basis
of Section 38 property must be reduced by 7%
of the qualified investment in the property be
fore computing depreciation, even though the
amount of the credit is limited.
A simple example of the application of the
investment credit follows. Assume a taxpayer
purchased $100,000 of new equipment during
the year 1963 which has a useful life of 10
years. In computing his depreciation on this
equipment he reduces the basis by $7,000
(the 20% first year depreciation can also ap
ply). If the tax liability were $20,000 before
the investment credit, the tax now would be
reduced to $13,000. On the other hand, assume
the tax liability were only $5,000 before the
investment credit. The taxpayer still would
be required to reduce the basis for deprecia
tion of the equipment by $7,000 even though
he would reduce his tax for the current year
by only $5,000. However, the $2,000 excess
credit could be carried back to the year 1962

and a refund claimed for that year, assuming
he had not received the full investment credit
for that year.
In the event Section 38 property is disposed
of before the end of its estimated useful life,
certain recapture provisions apply. Not only
could the tax for the year of disposition be in
creased, but any carryback or carryover of
unused credits might need adjustment. Further
comments on this point will be made in the fu
ture.
Only the very general provisions of the in
vestment credit have been covered here but
you can see that it may affect many taxpayers.
It may also require the filing of claims for re
fund, particularly for years ending after De
cember 31, 1961, where purchases were made
after that date but where the income tax re
turn had been prepared before the change in
the law. There are many situations, including
that of leased property, which have not been
discussed which may be covered in a future
article. The point is that the credit must be
considered and that in the event it may have
been overlooked, returns should be reviewed
for possible adjustments.
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he can communicate with programmers; a
means by which he can examine the precision
of the computer program. To function effec
tively in management services, the student
must be aware of the needs of management.
The computer course will draw upon the past
studies in decision making and introduce the
theories of computers and flow charting.
This liberal approach to accounting educa
tion will produce students at the baccalaurate
level who have a broad view of the accounting
function. The student will be aware of the
needs of management as to information and
control. The student will know the founda
tions upon which current accounting rests
and will be aware of the need to develop a
cohesive body of theory. The accounting stu
dent will have been exposed to his place within
the business community.
It cannot be said that the purpose of this
program is to produce CPAs only. On the
contrary, the CPA candidate will have another
year, at least, in front of him, a year of courses
directed toward the CPA examination require
ments; a year of specifics, of details. The
specific procedures might be learned on the
job instead of in school. The student will need

the pragmatic approach to accounting from
some source.
Why not use the apprentice-master ap
proach? What better place to learn practice
than from a practitioner?
Accounting is composed of two arms, theory
and practice. They must work together if
progress is to be made. The schools can teach
the theory and furnish the student with an
overall view of accounting’s place in business.
Practice can furnish the fine-line details of
procedures and practices.
Education must be careful not to go “too
far west” and liberalize accounting out of the
curriculum. The point of balance can be found
only when practitioners and educators work
together to produce a sound accounting cur
riculum.
Some assert that the key to the ideal cur
riculum is a program in which certain time
is allowed for each student to work in business
or for a CPA firm. One form of the plan is for
the work to be on a rotating basis with two
students alternating between school and job.
Another form is for longer, unbroken work
periods. The adherents of each plan do not
take into consideration the four-year time
limitation. A five year program would allow
for the internships but the additional course
offerings would be severely limited.
Still others argue that the answer will be
found by creating professional schools of
accountancy, such as those for law and medi
cine. The student would undergo three years
of liberal education and enter the professional
school for two or three years of additional
study.
These suggestions have one thing in com
mon—they require at least one additional year
of formal education. These programs strive
to produce students who know the basic con
cepts of accounting and who are well aware
of the practical aspects of applied accounting.
If the jobs available to these students are
commensurate with the additional time, the
additional years will become popular with the
students.
The four year program, as it is being re
written, and the five year programs will pro
duce graduates who can think through a
problem and who will think, and that is the
trend of accounting education at the college
level. Are the practitioners ready for these stu
dents?
A paper presented at the joint annual meeting
of AWSCPA-ASWA in New York, September,
1962.

